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1DEFENSE , D EPARTMENT OF
A rev isio n  to  DOD's  p r o f it  p o lic y  on negotiated defense contracts has rece n tly  been
proposed by the Department (see the 9/18/86 Fed. Reg. pp. 33087-97). The proposed
ru les reform the method o f  estab lish in g  prenegotiated p r o f it  o b jectiv es  and apply 
only to  those sm all businesses which meet the c r i t e r ia  fo r  applying a structured 
approach t o developing prenegotiation  p r o f it  o b jectives. Contracts not expected 
to  exceed $500,000 are excluded. The Current Weighted G uidelines Method w i l l  be 
revised  to: 1) elim in ate separate p r o f it  p o lic ie s  fo r manufacturing, research and 
development, and se rv ice  co n tracts; 2) r e d ir e c t  perform ance r i s k  assessm en t to  
te c h n ic a l  c r i t e r i a ;  3) in te g r a te  c o n tr a c t  fin a n c in g  c o n s id e ra tio n s  as p a r t  o f  
c o n tr a c t  typ e r i s k  a n a ly s is ;  4) in c re a s e  em phasis on f a c i l i t i e s  c a p i t a l ;  and 5) 
e lim in a te  perform ance and c o n tr a c t  typ e r i s k  p r o f it  a ttr ib u ta b le  to  contractor 
general and ad m in istrative expenses and independent research and development/bid 
and proposal cost. Comments are requested by 11/17/86. For further inform ation 
contact Lt. Col. Richard J. Wall a t 202/695-9764.
SECURITIES AND EXCHANGE COMMISSION
Whether hearings in  proceedings again st p rofession als brought pursuant to  Rule 2(e)(7)
o f  the Commission's R ules o f  P r a c t ic e  should be p u b lic  i s  th e  s u b je c t  o f  a
proposed r u le  p u b lish ed  by th e  SEC. P roceed in gs a g a in s t  p r o fe s s io n a ls  such as 
CPAs and a tto rn e y s  a re  p r e s e n t ly  n o n -p u b lic  u n le ss  o th e rw ise  ord ered  by th e 
Commission. A t an Open M eeting on 9/10/86 (see th e  9/15/86 Wash. Rpt.) , th e 
Commission agreed to  propose fo r comment the fo llow in g three amendments: 1) Rule 
2(e) p roceed in gs s h a l l  be p u b lic  u n le ss  th e  Commission d ir e c t s  o th e rw ise ; 2) 
H earings in  s p e c i f ie d  c la s s e s  o f  p roceed in gs s h a l l  be p u b lic ;  and 3) the 
Commission w i l l  determ in e w hether h e a rin g s  s h a l l  be p u b lic  on a c a s e -b y -c a s e  
b a s is .  Comments a re  a ls o  sought on any o th e r  approaches to  making Rule 2(e) 
proceedings p ublic, as w e ll as whether Rule 2(e)(7) should remain in  i t s  present 
form. The Commission s p e c if ic a l ly  notes th at i t  i s  not seeking comment on whether 
i t  has the auth ority  to  d is c ip lin e  p rofession als under Rule 2(e). Comments must 
be received 90 days fo llo w in g  p ublication  o f the proposal in  the Fed. Reg. For 
furth er inform ation contact Roberta Kameda a t  202/272-2453.
S t a f f  A ccou n tin g B u l le t in  No. 64 was issued 10/2/86 by the Commission. The B u lle tin  
s t a t e s  th e  s t a f f ' s  v ie w s reg ard in g : 1) a p p l i c a b i l i t y  o f  gu idan ce co n ta in ed  in  
s t a f f  accounting b u lle tin s ; 2) reporting o f  income or lo ss  ap plicab le to  common 
sto ck ; 3) accou n tin g  fo r  redeem able p r e fe r r e d  s to c k ; and 4) issu a n ce s  o f  sh ares 
p r io r  to  an i n i t i a l  p u b lic  o f f e r in g .  For fu r th e r  in fo rm a tio n  c o n ta c t  Wayne G. 
Pentrack a t 202/272-2130.
SMALL BUSIN ESS ADMINIS TAT IO N
Tw enty-five p resen tly  e x is t in g  Sm all Business Development Centers (SBDC's) have been
proposed fo r refunding by the SBA, w ith  p u b lic  comments to  be accep ted  u n t i l  
12/1/86 (see th e  10/1/86 Fed. Reg., pp. 35071-73). The SBDC program i s  a m ajor 
management assistan ce d e liv e ry  program o f  the SBA emphasizing assistan ce to  sm all 
b u sin e ss  ow ners, or p r o s p e c tiv e  ow ners, in  a rea s  th a t  re q u ire  s p e c ia l iz e d  
e x p e r t is e . Some o f  th e  a rea s  in clu d e d  a re  management, m arketing, f in a n c in g , 
a cco u n tin g , e n g in e e r in g , and prod uct a n a ly s is .  The program  i s  a p a rtn e rsh ip  
between the SBA and the State-endorsed organization, which gets h a lf  i t s  funding 
from the SBA and the other h a lf  from non-Federal sources. The SBDC's targeted  to  
be funded are located in: Arkansas; the D is tr ic t  o f  Columbia; Florida; Georgia; 
Idaho; I l l i n o i s ;  Indiana; Kansas; Maine; M innesota; Nebraska; Nevada; New 
Hampshire; New J e rse y ; North C a ro lin a ; Oklahoma; Oregon; P en n sylvan ia; Rhode 
Island; South Carolina; South Dakota; Tennessee; Utah; Washington; and Wisconsin. 
For ad d ition al inform ation contact Mrs. Johnnie Albertson a t 202/653-6768.
2TREASURY, DEPARTMENT OF
The IRS has announced th a t i t  w i l l  soon issu e  temporary regulation s lim itin g  the
a b i l i t y  o f  c e rta in  taxpayers to  change th e ir  accounting period ( see announcement
86-101, which w i l l  appear in  In tern al Revenue B u lle tin  1986-41, dated 10/14/86). 
The IRS s a id  th e  tem porary r e g u la t io n s  a re  needed becau se some ta x p a y e rs  may 
a ttem p t to  change t h e i r  acco u n tin g  p e rio d  to  d e fe r  th e  a p p lic a t io n  o f  c e r t a in  
provisions o f  the tax  reform le g is la t io n  recen tly  passed by Congress or to  defer 
income to  y e a rs  when low er ta x  r a te s  in  th e  l e g i s l a t i o n  a re  in  e f f e c t .  The 
r e g u la t io n s  w i l l  suspend c u r re n t ta x  r u le s  and revenue p roced u res t h a t  a llo w  
taxpayers to  change accounting periods w ithout p r io r  approval o r  under expedited 
p roced u res. For th e  p e r io d  t o  be covered  by th e  r e g u la t io n s , ap p ro va l fo r  a 
change in  accou n tin g  p e rio d s  w i l l  o n ly  be g ra n ted  i f  th e  ta x p a y e r  can show a 
su b stan tia l business purpose fo r  the change. Approval w i l l  a lso  be granted where 
the taxpayer has had a su b stan tia l a cq u isitio n  or d iv e s titu re  in  the preceeding 12 
months. Mechanical te s ts  w i l l  be used to  determine whether a su b stan tia l business 
purpose e x is ts . The temporary regulation s w i l l  p rescribe procedures under which a 
ta x p a y e r s a t i s f y i n g  th e  m echan ical t e s t s  may change i t s  ta x a b le  y e a r  w ith o u t 
securing the p rio r  approval o f  the Commissioner. The r e s tr ic t io n s  on changes in  
accounting years w i l l  not apply t o  changes to  a calendar year.
An estim ated 3.2 m illio n  taxpayers who may have underreported income on 1984
in d ividual income tax  returns soon w i l l  begin rece iv in g  n otices from the IRS. For
the f i r s t  tim e, approxim ately 1.6 m illio n  taxpayers who fa i le d  to  report in te re s t,
dividends or patronage dividends w i l l  g e t  n o t ic e s  th a t  a u to m a tic a lly  in c lu d e  a 
n e g lig e n c e  p e n a lty . The p e n a lty  i s  f i v e  p e rce n t o f  th e  a d d it io n a l  ta x  on th e  
un derreported  income, p lu s  50% o f  th e  in t e r e s t  on th e  a d d it io n a l  ta x . In  th e  
absence o f  c le a r  and co n v in cin g  ev id en ce  to  th e  c o n tr a r y , f a i l u r e  t o  re p o rt  
in t e r e s t  and d iv id en d  income s h a l l  be t r e a te d  as due to  n e g lig e n c e . The 
determ ination o f  what co n stitu te s  acceptable evidence w i l l  be made on a case-by- 
case b asis. The underreporting was detected during matching o f  the returns w ith  
in fo rm a tio n  re tu rn s  su p p lie d  b y  bank and o th e r  p a y e rs . Computer m atching o f  
inform ation documents against ta x  returns has been a major to o l in  the IRS e f fo r t  
to  encourage com pliance w ith  th e  law s. In  1985, m atching program s r e s u lte d  in  
$2.5 b i l l i o n  in  a d d it io n a l  ta x  assessm en ts and made i t  p o s s ib le  fo r  th e  IRS to  
id e n tify  over three m illio n  p o te n tia l n o n filers  o f  ta x  returns. For ad d ition al 
inform ation contact the IRS P ublic A ffa ir s  D ivision  a t  202/566-4024.
Regulations re la tin g  to  the production from a u n itized  property o f  imputed strip p er
w e ll crude o i l ,  imputed heavy crude o i l  and imputed newly discovered crude o i l  fo r
the w in d fa ll p r o f it  ta x  were rece n tly  proposed by the IRS (see the 9/30/86 Fed.
Reg., pp. 34653-62). The proposed r u le s  p ro v id e  th a t  a l l  o r  a  p o rtio n  o f  th e  
crude o i l  produced from a  u n it iz e d  p ro p e rty , w hich in c lu d e s  a  p ro p e rty  th a t  
q u a lif ie s  as a strip p er w e ll property, a newly discovered crude o i l  property, or a 
heavy crude o i l  property before the u n itiza tio n , w i l l  be treated  as crude o i l  from 
th o se  c a te g o r ie s ,  r e s p e c t iv e ly .  The p o rtio n  o f  crude o i l  t r e a te d  as crude o i l  
from a strip p er w e ll property, newly discovered o i l ,  or heavy o i l  i s  re ferred  to  
as imputed strip p er w e ll crude o i l ,  imputed newly discovered crude o i l ,  or imputed 
heavy crude o i l ,  resp e ctiv e ly . The proposed ru les  g en e ra lly  determine the amount 
o f  imputed o i l  on the b a sis  o f  the h is to r ic a l  production le v e ls  fo r  the properties 
composing th e  u n it iz e d  p ro p erty . S e v e ra l l im it a t io n s  a p p ly  t o  th e  p ro p o sa l, 
however. According to  the IRS, fo r  any p a rtic u la r  month beginning a fte r  12/1/86, 
imputed o i l  i s  lim ited  to  the amount o f  crude o i l  a llo ca ted  during th a t month by 
the u n itiza tio n  agreement to  the properties or in te re sts  th erein  th a t g iv e  r is e  to  
the imputed o i l .  Further, the d i s t r ic t  d ire cto r  may adju st the amount a llo ca ted  
to  ce rta in  newly discovered crude o i l  properties i f  he determines th a t the method
3o f  a llo c a tio n  used by the producers was chosen to  avoid the w in d fa ll p r o f it  tax. 
A d d ition ally , the d i s t r ic t  d ire cto r  may ad ju st the amount o f  any imputed o i l  i f  he 
d eterm in es th a t  any o f  th e  p r o p e r t ie s  com posing th e  u n it  d id  not produce a t  i t s  
maximum f e a s ib le  r a te  o f  p ro d u ctio n  d u rin g  the 1 2 -month p e r io d  im m ed iately  
p reced in g  th e  u n it iz a t io n . Comments a re  req u ested  b y 12/1/86. For fu r th e r  
inform ation contact G ail Morse a t 202/566-3297.
SPECIAL: GAO REPORT RECO M M ENDS STATUTORY IG  FOR  TREASURY DEPARTMENT;
HOUSE PASSES LEGISLATION
L e g is la tio n  th a t created a sta tu to ry  o f f ic e  o f  inspector general in  18 Federal
agencies should be extended to  th e  T re asu ry  Departm ent, a cco rd in g  to  a re c e n t
General Accounting O ffice  report. Currently, Treasury's adm inistrative inspector 
g e n e ra l re p o rts  d i r e c t l y  to  th e  S e c re ta ry  and has a u d it  r e s p o n s ib i l i t y  fo r  
a p p ro xim ately  11% o f  th e  a gen cy 's  o p e ra tin g  budget. Most o f  th e T re a su ry 's  
resources are subject to  audit and in v e s t ig a t io n  by in te r n a l  a f fa ir s / in s p e c t io n  
o ff ic e s  w ith in  the Department's law enforcement bureaus. According to  the GAO, 
T re a su ry 's  s tr u c tu r e  does not p ro v id e  th e  c e n tr a l  le a d e rs h ip  and degree o f  
independence provided by law to  those same a c t iv i t ie s  a t departments and agencies 
w ith  s ta tu to r y  in s p e c to rs  g e n e ra l. F urth er, th e  re p o rt noted, T re asu ry 's  
s tr u c tu r e  does not p ro v id e  assu ran ce th a t  th e  S e c r e ta r y  and th e Congress are 
informed o f s ig n ific a n t findings resu ltin g  from in tern al audits and in vestig ation s 
in  the law enforcement bureaus. A copy o f  the report, GAO/AFMD-3, may be obtained 
b y w r it in g  th e U.S. G eneral A ccounting O ff ic e ,  P.O. Box 6015, G aith ersb u rg , MD 
20877, or by c a llin g  the GAO a t 202/275-6241.
In a r e la te d  m atter, on 9/22/86 th e  House passed H.R. 3077 which amends the 
In sp e c to r  G eneral A ct o f  1978 to  c r e a te  o f f i c e s  o f  in s p e c to r  g e n e ra l in  th e 
Departm ents o f  T reasu ry  and J u s t ic e  and in  th e  F ed e ra l Emergency Management 
Agency. Whether the Senate w i l l  a ct on the le g is la t io n  i s  uncertain.
For  fu rth er inform ation contact S h ir le y  Hodgson o r Joseph P e tito  a t  202/872-8190.
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